




EMPIRICS OF THE DETERMINANTS OF CHINA’S OUTWARD 





Since 2014, China has emerged as the second-largest country for outward direct 
investment (ODI) in the world. However, few papers have studied the determinants 
of China’s ODI. By using official ODI data covering the period 2003–2013, this study 
attempts to fill this gap by investigating the determinants of China’s ODI.  
As the method of empirical analysis, this study uses the POLS regression model, 
the random effects model and the fixed effects model. Through the Breusch–Pagan 
test and Hausman test results, we find the fixed effects model to be preferable in 
this analysis. 
This paper also applies principal component analysis on six dimensions of world 
governance indicators, and uses the first principal component as an institutional 
proxy. The results do not show a significant relationship between the institutional 
and China’s ODI.  
We find that the revaluation of the RMB is a positive factor for China’s ODI. RMB 
revaluation is significantly negatively correlated with China’s ODI. The result is 
found not only for China’s ODI in developing countries, but is also significant in 
developed countries.  
We also include the volatility of the RMB as a variable to investigate the 
relationship between the volatility of the RMB and China’s ODI. However, the 
results do not show a significant relationship between the volatility of the currency 
and ODI. 
Furthermore, the findings show GDP and trade openness to be important determinants of ODI 
for China. 
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4 VIF 5 6
 
  
Ln OFDI 843 7.332 2.493 0.000  13.083 
Ln GDP 1012 25.187 1.872 21.266  30.342 
Ln GDP Growth 925 1.325 0.925 -4.532  3.992 
Ln Resource 941 2.594 1.515 -6.712  4.603 
Ln Wage 1012 4.556 1.498 1.450  7.439 
Ln Education 773 3.183 1.113 -0.991  4.736 
Ln Trade Openness 1017 4.330 0.478 3.009  6.086 
Ln Government Governance 929 4.732 0.644 1.565  5.690 
Ln Exchange-rate 1019 0.821 2.864 -3.526  8.180 
Volatility 1018 3.333 17.142 0.000  364.414 
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 VIF 1/VIF 
Ln Wage 4.65 0.215  
Ln GDP 2.79 0.358  
Ln Education 2.73 0.366  
Ln Government Governance 2.48 0.403  
Ln Exchange-rate 1.78 0.562  
Ln Trade Openness 1.65 0.605  
Volatility 1.21 0.825  
Ln GDP Growth 1.19 0.843  
Ln Resource 1.18 0.847  
Mean VIF 2.19  
STATA12.0  
 












Ln OFDI 1.000 
Ln GDP 0.270 1.000 
Ln GDP Growth 0.021 -0.261 1.000 
Ln Resource 0.127 0.098 0.106 1.000 
Ln Wage 0.060 0.626 -0.329 0.103 1.000 
Ln Education 0.131 0.631 -0.231 0.127 0.737 1.000 
Ln Trade Openness -0.040 -0.265 0.044 -0.135 0.199 0.199 1.000 
Ln Government 
Governance -0.051 0.376 -0.322 -0.123 0.728 0.523 0.250 1.000 
Ln Exchange-rate 0.160 -0.279 0.197 -0.101 -0.563 -0.366 -0.089 -0.498 1.000 
Volatility 0.113 -0.013 0.091 0.044 -0.120 -0.011 0.039 -0.163 0.378 1.000 
STATA12.0  
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8 Breusch and Pagan  
9 Hausman  
(1) (2) (3) (4) (5) (6) (7)
All All All 2003 2007 2008 2013
lnOFDI lnOFDI lnOFDI lnOFDI lnOFDI lnOFDI lnOFDI
POLS RE FE FE FE FE FE
Ln GDP 0.575*** 0.909*** 2.915*** 3.414*** 16.30* 3.682 3.611*
(0.0913) (0.175) (0.951) (0.930) (9.395) (4.725) (1.955)
Ln GDP Growth 0.0717 -0.130 -0.144 -0.0607 -0.214 -0.0105 -0.176
(0.120) (0.0980) (0.0889) (0.105) (0.176) (0.152) (0.124)
Ln Resource 0.191*** 0.411*** 0.254* 0.190 -0.867 0.396 -0.148
(0.0692) (0.112) (0.142) (0.139) (1.121) (0.426) (0.202)
Ln Wage -0.0846 0.0452 -0.530 -1.622 -13.14 -0.752 -2.543
(0.144) (0.267) (1.104) (1.096) (10.40) (5.261) (2.169)
Ln Education -0.0753 0.174 0.392 1.008** -1.023 1.511 0.241
(0.154) (0.245) (0.411) (0.420) (1.905) (1.488) (0.715)
Ln Trade Openness 0.741*** 1.900*** 1.675*** 1.352** 5.202* 1.412 0.0993
(0.275) (0.458) (0.637) (0.630) (3.126) (1.655) (1.163)
Ln Government Governance -0.226 -0.618 -0.533 -0.473 1.034 -0.328 0.459
(0.265) (0.398) (0.588) (0.588) (2.267) (0.794) (1.821)
Ln Exchange-rate 0.193*** 0.410*** 2.447*** 1.640*** 5.029*** 3.865 2.503***
(0.0465) (0.0903) (0.472) (0.492) (1.499) (2.503) (0.644)
Volatility 0.000139 0.00294 -0.000320 0.00117 -1.376 -0.0769 -0.00107
(0.00532) (0.00427) (0.00388) (0.00373) (2.339) (0.0509) (0.00399)
Constant -9.597*** -23.16*** -73.36*** -81.44*** -367.1* -96.78 -78.05*
(2.981) (5.304) (20.32) (19.74) (195.2) (94.38) (42.17)
Breusch and Pagan-Teat
Hausman-Test
Observations 478 478 478 366 112 198 280
R-squared 0.164 0.376 0.446 0.445 0.596 0.317 0.220
Number of id 80 80 80 63 17 71 72
Standard errors in parentheses









1 Buckley, Peter J., et al 2007 1984 2001
2003 2013





































20  77  
Australia Luxembourg Angola Algeria Jordan Mauritius Sudan 




Azerbaijan Egypt Kenya Malaysia Singapore 
Canada Norway Bangladesh Ethiopia Cambodia Namibia Serbia 
Denmark Portugal Bulgaria Gabon South Korea Niger Togo 
France Spain Bahamas Georgia Kuwait Nigeria Thailand 
Germany Sweden Belarus Ghana Laos Nepal Tajikistan 
Iceland Switzerland Bolivia Greece Sri Lanka Oman 
Trinidad-To
bago 
Italy Britain Brazil Hungary Morocco Pakistan Tunisia 
Japan USA Brunei Indonesia Madagascar Peru Turkey 
Botswana India Mexico Philippines Tanzania 
Cameroon Iran Mali Poland Uganda 
Colombia Iraq Malta Qatar Ukraine 















2015 10 22  
2016 2 8
15




61 79  
2009  2  
2008 Hofstede
7 11 821 832  
2015  
 
Bertrand, O., Mucchielli, J. L., & Zitouna, H. (2004) “ Location choices of multinational firms: 
the case of mergers and acquisitions.” HWWA Discussion .PP. 274. 
Buckley, Peter J. and Casson,M. (1976) “The future of the Multinational Enterprise , 
Macmillan.” London  
Buckley, Peter J., et al. (2007) “The determinants of Chinese outward foreign direct 
investment.”Journal of international business studies .Vol.38, No.4, PP. 499-518. 
Buckley, Peter J. (2004) “The role of China in the global strategy of multinational enterprise.” 
Journal of Chinese Economic and Business Studies. Vol.2.No.1.PP.1-25. 
Blonigen, Bruce A. (2005) "A review of the empirical literature on FDI determinants." 
Atlantic Economic Journal.Vol.33.No.4.PP. 383-403. 
Cheng, Leonard K. and Zihui Ma. (2008) "China’s outward FDI: Past and Future." Working 
paper . School of Economics, Renmin University, China. 
Cheung, Yin Wong, and Xingwang Qian. (2009) "Empirics of China's outward direct 
investment." Pacific Economic Review .Vol,14.No,3.PP. 312-341. 
Dunning, John H. (1976) “Trade, location of economic activity and the MNE: A search for an 
eclectic approach.” University of Reading, Department of Economics, 1976. 
Dunning, John H. (1977) “Trade, location of Economic Activity and the MNE: A Search for an 
Elcectic Approach.” The International location of Economic Activity ,Macmillan: 
London ,PP.395-418 
Dunning, John H. (2001) “The eclectic (OLI) paradigm of international production: past, 
present, and future.” International Journal of the Economic of business. 
Vol.8.No.2.PP.173-190. 
Dunning, John H. (2002) “Relational Assets, Networks, and International business activity.” 
In F.J.Contractor and P.Lorage(eds) Cooperative Strategies and Alliances, pergamon: 
Amsterdam. PP.569-593. 
16
Hymar,S. (1960) “The international operations of national firms: A study of direct investment. 
“ PhD. Thesis, MIT (published by MIT press under the same title in (1976) 
Hofstede,G.(1980) “Culture’s consequence: International differences in work-related values.” 
Beverly Hills: Sage Publications. 
Hofstede,G.(1991) “Culture and organizations: Software of the mind.” New York: 
McGeaw-Hill. 
Johanson,J, and Vahlne,J.E. (1977) “The internalization process of the firm: a model of 
knowledge development and increasing foreign market commitments.” Journal of 
International Business Studies. Vol.8.No.1.PP.23-32. 
Kohlhagen,S.W. (1977) “The effects of exchange-rate adjustments on international 
investment : Commnent . ” US Government Printing office: Washington, DC. PP.194-197. 
Kogut,B. and Singh,H. (1988) “The effect of national culture on the choice of entry mode.” 
Journal of international business studies. Vol,19. No,3.PP. 440-432. 
Kolstad, Ivar, and Arne Wiig. (2012) "What determines Chinese outward FDI?." Journal of 
World Business .Vol,47. No,1.PP. 26-34. 
Lau,H.F. (2003) “Industry evolution and internationalization processes of firms from a newly 
industrialized economy.” Journal of Business Research.   Vol.56.No.10.PP.847-852.  
Lecraw,D.J. (1977) “Direct investment by firms from less developed countries.” Oxford 
Economic Papers. Vol.29.No.3.PP.442-457. 
Logue,D.E. and Willet,T.D. (1977) “The effect of exchange-rate adjustment on international 
investment.” US Government Printing office: Washington, DC. PP.137-150. 
Luo,Y. (1997) “Guanxi: principles, philosophies, and implications.” Human Systems 
management. Vol.16.No.1.PP.43-51. 
Standifird,S.S. and Marshall,R.S. (2000) “The transaction cost advantage of guanxi-based 
business practices.” Journal of World Business. Vol.35.No.1.PP.21-42 
Stevens,G.V.G (1993) “Exchange rates and foreign direct investment: a note.” International 
Foreign Discussion papers, April. No.444, Board of Governors of the Federal Reserve 
System, Washington, DC.   
Tong,S.Y. (2003) “Ethnic Chinese networking in Cross-border investment: the impact of 
economic and institutional development.” Hong Kong Institute of Economic and Business 
Strategy (HIEBS) Working paper, University of Hong Kong, Hong Kong. 
Urata, Shujiro, and Hiroki Kawai. (2000) "The determinants of the location of foreign direct 
investment by Japanese small and medium-sized enterprises." Small Business 
Economics .Vol,15.No,2.PP. 79-103. 
Urata, Shujiro. (2015) “Impacts of FTAs and BITs on the Locational Choice of Foreign Direct 
Investment: The case of Japanese firms.”  Research Institute of Economy, Trade and 
Industry (RIETI). 
UNCTAD (2006) "World investment report." Geneva. 
17
Vernon, R. (1966) "International investment and international trade in the product cycle." 
The quarterly journal of economics .PP. 190-207. 
Vernon, R. (1974) “The Location of economic activity. In J.H. Dunning, Economic analysis and 
the multinational enterprise. London: Allen and Unwin. 
Walls,L.T. (1983) “Third World Multinationals: The rise of foreign investment from 
Developing countries.” MIT Press. Cambridge,MA. 
Wang, Bijun, Rui Mao, and Qin Gou. (2014) “Overseas impacts of China's outward direct 
investment.” Asian Economic Policy Review.Vol, 9. No,2. PP. 227-249. 
Wang, Huiyao. (2014) "Ten Chinese going global models: emerging patterns and analysis." 
The European Journal of Finance .Vol, 20. No,7-9. PP. 625-636. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
18
